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Brazil Central Bank Preview: October 2021 
  

Details:  

 

Monetary policy decision and release of Copom Statement: 2230BST / 1730ET, Wednesday 27th October 

2021. 

 

MNI Point of View: Altering The Flight Path 
Recent events in Brazil have prompted a sharp adjustment in market pricing as well as a wider range of 
Selic rate predictions for the Copom’s October meeting. The perceived decline in fiscal credibility, 
alongside the persistent deterioration of inflation expectations has significantly increased the likelihood of 
more aggressive policy tightening. Surveys now show a 150 basis point hike as the most likely outcome 
with several analysts adjusting their forecasts in recent days. 
 
Fiscal Credibility and Local Assets In Freefall 
 
Local asset prices have been significantly affected by the recent fiscal announcements. The funding of the new 
‘Auxilio Brasil’ program and the ongoing negotiations on precatorios have prompted the government to adjust the 
crucial spending limit, heavily impacting the government’s credibility. Furthermore, multiple departures from the 
economy ministry team have not only been alarming but has exacerbated the decline of financial assets.  
 
Brazilian equities have extended their downtrend in recent weeks with the news prompting fresh 2021 lows for the 
IBovespa Index. The DI curve has aggressively shifted higher with swap rate contracts expiring in January 2023 
rising close to 225 basis points since the September meeting as shown below. USDBRL has risen roughly 5% from 
around 5.28 to 5.55 as of publication, after reaching 5.75 on Friday levels coinciding with the April ’21 highs for the 
pair.  
 
Late last week, Economy Minister Guedes attempted to calm markets by reiterating the nation’s fiscal fundamentals 
remain solid and that the government are just slowing down the pace of fiscal adjustment. Additionally, Guedes 
went on to state the central bank should not risk falling behind the curve in relation to rising inflation. This potentially 
adds pressure to the Copom to act in line with market pricing and avoid further financial market volatility amid rising 
fiscal and policy risk premia. Especially considering the most recent survey of expectations point to them already 
being behind the curve. 
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BCB Focus Survey Highlights Worsening Inflation Outlook  
 
The central bank’s latest survey of economists raised the 2021 year-end inflation forecast to 8.96% from a prior 
reading of 8.69% and up from 8.35% before the September meeting. Additionally, medium-term expectations 
continue to be contaminated with the 2022 year-end forecast rising to 4.40% versus 4.18% one week ago and 
4.10% before the last central bank decision. Furthermore, some analysts have noted that 2023 and 2024 
expectations have started to de-anchor for the first time. 
 
October Mid-month IPCA inflation rose again significantly to 10.34% Y/y, above the median analyst estimate of 
10.11%, representing the highest figure since early 2016. The downward trajectory for the Brazilian Real may also 
continue to exert pressure on inflation expectations and increases the likelihood of more aggressive action at 
Wednesday’s meeting. Given the reaction function of the BCB seen earlier this year, even more aggressive action 
should not be ruled out as well as hints towards a far greater terminal rate. 
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Analyst Views (Alphabetical Order):  

 
From all 39 surveyed analysts on Bloomberg, 20 are calling for a 150bp hike to the Selic rate to 7.75%. 12 are 
forecasting a 125bp hike and 7 are calling for a 100bp hike. 
 
 
Barclays: Significant Deterioration of Fiscal Credibility Should Lead To 150bps Hike 

• The spiralling uncertainty about fiscal policy in 2022 due to the proposed changes to 
the spending cap legislation this week is likely to exacerbate the Copom’s assessment of upside risks to 
inflation at its upcoming meeting on Wednesday. 

• Before the latest bout of volatility and BRL weakness Barclays revised 2021 and 2022 IPCA forecasts to 
9.1% and 4.3% respectively, from 8.7% and 4.0% previously, retaining upside risks.  

• In light of the significant deterioration in fiscal credibility caused by last week’s events, they now expect the 
BCB to react more forcefully to its asymmetric balance of risks, hiking the Selic rate 150bp, to 7.75%.  

• They also revise their terminal rate to 9.75%, from 9.25% before, retaining potential upside risks should 
additional fiscal slippage materialize in coming weeks. 

 
 
Credit Suisse: Expect Selic rate to reach 10.5% in March 2022 

• CS believe that the central bank will accelerate the current tightening pace of 100 bps to 125 bps at the next 
two meetings. For next year, we expect the central bank to increase rates by 100 bps in February and 75 
bps in March, with the Selic rate reaching 10.5% in March 2022. 

• Without a strong and credible commitment of the government with a limited expenditure in 2022, risk 
aversion could keep worsening and the central bank would likely need to hike more than 125 bps to limit the 
deterioration in inflation expectations.  

• Given the potential for a 150-bps hike at Wednesday’s meeting, CS will be closely monitoring the scenario. 
Furthermore, the risks for a higher terminal Selic interest rate are tilted to the upside, as neutral real rates 
are most likely to increase from the current level of near 3%. The new level of neutral rates will also depend 
on the design of the new fiscal framework and the credibility of the economic agents on the new rules. 

• They are revising their IPCA inflation forecast from 8.7% to 9.1% in 2021 and 5.2% to 5.5% in 2022. 

• In their opinion, the inflationary process currently in course in Brazil is widespread and non-temporary and, 
as a result, should have strong inertial effects on inflation next year given the inertial memory of price 
mechanisms in the country. 

 
 
Goldman Sachs: Copom To Accelerate hiking Pace To At Least 125bps 

• Given the recent very significant macro-financial developments Goldman Sachs expect the Copom to 
accelerate the pace of rate hikes to at least 125bp, driving the Selic policy rate to a modestly above-neutral 
7.50%. 

• Furthermore, GS assess a 33% probability of larger 150bp Selic hike. The October IPCA-15 release the day 
before the meeting and market conditions early in the week will likely have a bearing on the magnitude of 
the Copom policy response. 

• Overall, the balance of risks for inflation has clearly deteriorated and financial markets’ stability could be 
impaired on a more structural way. Against this backdrop, clear and direct hawkish signals and actions by 
the Copom are warranted and can make a significant difference to re-anchor the macro economy. In their 
assessment, at this juncture, the risk-reward of accelerating the pace of rate hikes and aiming for a higher 
terminal policy rate is favourable. Real or perceived policy hesitations could compromise the task of 
anchoring expectations. 

• GS expect the post meeting communique and the forward guidance to signal that the Copom plans to drive 
the Selic to a clear above-neutral level, and possibly to a terminal rate higher than that envisaged at the 
September 22 Copom meeting. 

• On BRL: GS are again moving their forecasts for BRL weaker, with USD/BRL now 5.40, 5.50 and 5.50 in 3, 
6 and 12 months (relative to 5.10, 5.00 and 4.95 previously). There is of course plenty of scope for bouts of 
strength in the next few months– after all BRL does embed an attractive combination of deep value and 
rising carry, and the central bank is likely to respond after the sharp selloff in recent sessions—but 
overshoots to the weak side are also possible if the fiscal and governance situation deteriorates further; and 
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overall, it already feels like fiscal volatility ahead of the election uncertainty has become a more important 
driver of the Real relative to its global cyclical betas and monetary policy. 

 
 
JPMorgan: Forecast 150bp Hike, Does Not Discard An Even More Aggressive Move 

• Contrary to their base case, over the weekend there was no signal that the government and Congress’s 
leaders would be willing to at least partially back down on the plans to increase public spending. 

• Also, the deterioration of market-based and analysts’ inflation expectations was even more severe with 
2023 and 2024 expectations starting to de-anchor as well for the first time, although only initially at this 
point. 

• The failure to restore confidence over the medium-term policy outlook should prompt a more aggressive 
monetary policy response by the central bank this week. With rising risk of BCB losing control over 
inflationary expectations, especially via another round of negative pressures on the BRL, JPM now believe 
that BCB will opt for a 150bp hike, in line with market pricing, to avoid this scenario in an environment of 
rising policy risk premium. 

• As the fiscal backdrop should not improve in the short term, and inflationary pressures will rise on the back 
of the weaker BRL and ongoing global supply pressures, they also see the continuation of the tightening 
cycle with a similar hike in December, followed by two final 100bp hikes at the first two meetings of next 
year, leading terminal rates to 11.25% by March next year. 

• Considering BCB reaction function up to now, they do not discard an even more aggressive move this week 
to front-load the cycle as BCB decides whether to acknowledge formally that the latest developments would 
trigger a fiscal regime shift. 

 
 
SocGen: Considerable Upside Risk To Current Year-End And Terminal Selic Rate Forecast 

• SG expect a 100bp rate hike in October with the high possibility of another 100bp forward guidance for 
December (vs our current forecast of 50bp). The risk is tilted towards additional tightening in 1Q22. 

• With inflation moving into the double-digits, there is some upside risk that BCB could consider a125bp rate 
hike. Nevertheless, recent statements by BCB officials refused to add any further hawkish colour to the 
ongoing pace of tightening beyond what was already communicated in the statement. 

• Given their near-term inflation projections (way beyond the BCB’s target), we see considerable upside risk 
to our year-end and terminal Selic rate forecast of 7.75%. There is a high possibility that the Selic rate will 
be raised by 100bp each in both October and December, while also keeping room open for additional 
tightening in 1Q22 if inflation moderation fails to impress.  

• Conversely, a steeper pace of inflation easing could lead to the beginning of an earlier-than-expected 
easing cycle (SG currently expect easing to begin in 1Q23), assuming global financial conditions do not 
tighten far beyond the BCB’s acceptance levels. Over the medium term, the BCB would like to remain 
accommodative in order to help the economy grow stronger and reduce the slack in the labour market. 


